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PROBLEMS FOR CONVENTION DISCUSSION 


One Will Be the Nation’s Need for Modern Mortgage and Foreclosure Laws 


while Congress is assembled, the business people of this 

country who pay most of the taxes are in constant ap- 
prehension of the passage of laws destructive to their interests. 
In every session at Washington, as well as in the assemblies 
of the various states, there are introduced and pushed for 
passage, bills increasing rates of taxation and adding new 
-bills restricting the carrying on of trade 
bills requiring 


Diniec the time our state legislatures are in session and 


forms of taxes - 
along lines proved by time to be sound 
licenses for and establishing expensive government regula- 
tion of the ordinary operation of our every day affairs. 
There is no national feeling quite so general and pathetic as 
that expressed by the sighs of relief that follow the adjourn- 
ment of our law making bodies. 


One of the reasons for the existence of trade associations 
such as the Mortgage Bankers Association of America is to 
present a united front to what seems in these times to be a 
force of destructive intent. 


The Mortgage Bankers Association of America, with its 
affliated local associations, is the only united group seeking 
to protect the business and interests of the direct investor in 
real estate securities. One of the questions for discussion at 
the coming convention in October will be the development 
of a closer connection between the national association and 
local groups for this purpose. 


But we in this business of lending on real estate securities 
have another great handicap for which the time seems to be 
ripe to effect some solution. Like all enterprises which have 
much to do with real property law, we are dragging behind 
us a burden of ancient rules and practices of law and customs. 
Many of these curious business forms and procedures are 
so far out of date that the very reasons for them are for- 
gotten. Most of them serve no purpose whatever but they 
add a great toll of expense and delay to our affairs. We daily 
make important contracts in form and language hardly under- 
standable to the most intelligent of our borrowers and 
familiar to only a few experts in the employment of our prin- 
cipals. To enforce these contracts when necessary, we must 
go back to procedures established for pioneer times and con- 


ditions. Is there anything more unfair to the borrower than 
to load him and his property with useless expense and fees if 
he should be so unfortunate as to fail in his undertakings? 
Is there anything more unjust to the lender on city business 
property than to compel him to suffer the delay of a long 
period of redemption set up in earlier times for the protec- 
tion of farmers? What is more ridiculous in our business 
practice than the fiction of the mortgage foreclosure sale as 
now commonly used? There is a remedy for many of these 
things. New mortgage and foreclosure laws are needed to 
meet modern times. 


A tentative draft of such a new law has been prepared by 
able men who have given the subject years of study and who 
have had extensive experience in many jurisdictions. It is 
proposed that such an act be made a uniform law throughout 
the states. 


For this purpose, it has been offered for approval to the 
Association of Uniform Law Commissioners. If it there meets 
approval it will undoubtedly be accepted by the American 
Bar Association. The Board of Governors of the Mortgage 
Bankers Association have already unanimously gone on rec- 
ord as favoring the preparation and passage of a new uni- 
form mortgage and foreclosure law. Your Association is 
working to this end with the Home Loan Bank Board 
through its General Counsel, Col. Harold Lee, and with the 
Federal Housing Administration, through its General Coun- 
sel, Abner Ferguson. During the coming convention, a com- 
mittee of your directors will be appointed to assist in the 
preparation of such law and to cooperate with other associa- 
tions whose interests are similar, such as the Building and 
Loan League, the Association of Mutual Savings Banks, 
National Association of Real Estate Boards, etc. 


Success in this effort will mean the saving of time and 
noney to every member of the Association. 


Come to the annual convention at Hotel Statler, Detroit, 
October 4, 5, and 6 and join in these discussions. 


S. M. WATERS, 
President. 
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HELPING MORTGAGE BANKERS OVER A HURDLE 
IN MAKING CONSTRUCTION LOANS 


The Escrow Departments of Title Companies Have Reduced the Risks 


ORTGAGE bankers, whethei 
Mv operating large or small offces, 


have always been confronted 
with the hazard of mechanic liens in 
connection with construction loans, as 
well as the annoyance and expense of 
maintaining proper safeguards in pay 
ing out the proceeds of the loan. Thi 
has resulted in many loan offices refus 
ing to make construction loans, or suf 
fering losses because of the dangers in 
herent in the operation of a construc 
tion loan department. The mechanics’ 
lien laws of the various States differ and 
the hazards are greater in some than in 
others, but the danger is present, in a 
greater or less degree, in all States. 

Some 
several of the large lending life insur 
ance companies wrote a form of title 
policy known as the “LIC” or Life In 
surance Counsel's policy, and this was 
followed later by a similar form written 
by the American Title Association, 
called the “ATA™ form. In both of 
these policies the title company is re 
quired to insure against all mechanic 
lien claims, and to defend all actions 
under such claims, recorded or unre 
corded, which attempt to obtain priority 
of the lien over the mortgage or deed of 
trust. In order. that the title companies 
might engage in this seemingly hazard 
ous business, and keep the possibility of 
loss within a range which could be 
covered by a reasonable premium, the 
companies have set up a system of dis- 
bursement of mortgage funds in the 
nature of an escrow. The precautions 
against loss have been based upon a 
large experience in such matters, and 
the result has been that the mortgage 
banker can now obtain complete pro- 
tection from lien trouble, and can re- 
lieve his office of the tedious detail of 
paying out mortgage proceeds. Best of 
all, this obvious benefit and convenience 
can be obtained at a reasonable prem- 
ium which is charged as part of the bor 
rowers expense. 

It has been thought that the simplest 
way of presenting the details of this 
new service will be to set forth the Plan 
for the Disbursement of Construction 
Funds, which has been prepared by one 
of the large title companies in explana- 
tion of this escrow service. There is also 
presented the form of Construction Es- 
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years ago, the counsel of 


By MeCUNE GILL 


crow Agreement used by this title com- 
pany, which further explains the opera- 
tion of the system. (See page 3 with con 
tinuation on pages 6 and 7.) Upon 
studying this Plan and Contract, it will, 
no doubt, be evident to any mortgage 
banker that the operation of the escrow 
system has been very carefully worked 





ONG have mortgage bankers 

been plagued with the haz- 
ards of mechanic liens in con- 
nection with construction loans. 
This problem has been so serious 
with some that they have re- 
fused to make this type of loan. 
There is a solution, as Mr. Gill 
explains here in detail. 

The author is Vice President 
of the Title Insurance Corpora- 
tion of St. Louis and a Past 
President of the American Title 
Association. He is the author of 
various well-known works on 
title law including “Gill on Mis- 
souri Titles” and “Gill on Mis- 
souri Real Estate Forms”. 

He graduated from the Wash- 
ington University Law School in 
St. Louis and has spent his en- 
tire business life in the practical 
and legal phases of title exam- 
ination and escrow service. 





out and must result in a minimum of 
trouble from construction loans, and 
this indeed has been the experience of 
both mortgage bankers and title com- 
panies who operate under systems simi- 
lar to the one set forth. And, of course, 
all risk of trouble or loss is assumed by 
the titie company, and never attaches to 
the mortgage banker. 

1. ORDER. The mortgagee fur- 
nishes the title company with a memor- 
andum referring to a proposed loan in 
a certain 2mount on a piece of property 
owned by a named person, the house to 
be built by a certain contractor. 

2. CREDIT REPORT. The title 
company obtains a credit report from a 
building construction credit agency, as 
to the previous performance of the con- 
tractor, and will enter into the transac- 
tion only if such report is satisfactory. 

3. FIGURING PLANS. The title 


company then contacts the owner and 


contractor, and obtains from them a 
copy of the plans and specifications, to 
gether with a detailed estimated cost 
sheet showing the amounts of all items, 
and indicating whether the contractor 
will supply the items himself or will 
purchase the materials elsewhere. The 
title company’s construction man will 
check over these plans, specifications and 
cost sheets and will confer with subcon 
tractors and material companies t 
determine whether in his judgment the 
contract price is sufficient to complete 
the building. If it is not sufhcent, he 
will indicate how much more will be 
necessary. 

4. DEPOSIT OF FUNDS. The title 
company will then ask for the deposit 
by the owner of the additional sum 
necessary to complete the building, and, 
in its discretion, another sum in an 
amount sufficient to protect against er- 
rors in figuring the cost. In addition, 
the owner must deposit a sum sufficient 
to pay the title company’s charges, to- 
gether with cost of survey. If extras 
are ordered they must be paid for in 
cash with other funds. The mortgagee 
will be asked to deposit the proceeds of 
the loan, either in one total sum or in 
installments as the work progresses. 


5. INSURANCE AGAINST FIRE, 
ETC. The title company will then re- 
quire that it be furinshed with insur- 
ance policies written in favor of the 
owner, contractor, mortgagee and title 
company, as their interests may appear, 
covering all hazards including fire, tor- 
nado, riot and civil commotion, public 
liability, malicious damage and work: 
men’s compensation. 

6. PAYMENT OF BILLS. The work 
will then progress and the title com 
pany’s inspector will make as many in 
spections as are necessary, and will ap- 
prove bills as rendered. The title com: 
pany will pay the bills directly from its 
escrow fund, taking proper receipts for 
the payments. If the contractor has 
paid any of the bills himself, the inspec: 
tor will contact the persons whom the 
contractor claims to have paid, and as 
certain whether the payments have 
actually been made. 

7. CONTRACTOR’S PROFIT. The 
title company’s escrow contract with the 
owner and contractor will provide that 
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the contractor is not to be paid any 
profit until the iinal completion of the 
building and full payment of all bills. 

SURVEY. A satisfactory survey 
must be produced showing the location 
of the house, which must be within 
building lines. The house must also 


4 


comply with all restrictions and zoning 
ordinances. 


9, FORM OF TITLE POLICY. The 
title company will issue its title policy 
in either LIC (Life Insurance Counsel's) 
form, or the ATA (American Title As- 
sociation) form, insuring against all 
present or future mechanics’ liens aris- 
ing out of the construction. 


10. DATE OF TITLE POLICY. 
The title company will issue its policy 
immediately upon all of the money 
being paid to it, if full payment is made 
at the beginning as outlined above. If 
the owner insists on saving interest on 
the cash deposits of the mortgagee, the 
title company will accept partial pay- 
ments provided the mortgagee agrees in 
the beginning to make such partial pay- 
ments at the stated periods. As each 
payment is made, the title company will 
give a receipt for the payment to the 
mortgagee and will make this a binder 
to issue the final policy against mech- 
anics liens if and when full payment 
has been made. 


11. MORTGAGEE POLICY 
ONLY. The title companies usually is- 
sue these policies in favor of mortgagees 
under first mortgages only and not in 
favor of the owner or second mortgagee 
or contractor. 


12. COMPLETION COVERAGE. 
These policies do not insure completion 
according to the details of the plans 
and specifications, except insofar as the 
mortgagee receives protection as to 
mechanics’ liens as set forth above and 
in the form of the policy. If the owner 
or mortgagee desires detailed super- 
vision they will employ a supervising 
architect or obtain a surety company 
completion bond. 


13. CHARGES. The title com- 
panies’ charges for escrow and mech- 
anic lien coverage usually vary from 
$10 to $15 per thousand dollars of the 
amount of the loan, depending on local 
price schedules. This charge is in addi- 
tion to the usual charge for preparing 
the abstract, and in some localities in ad- 
dition to the normal title insurance 
charge if no mechanics’ lien coverage 
were involved. 


CONSTRUCTION AND DISBURSING ESCROW AGREEMENT 
re a a ee adneed 
6 ee ae ate . 

i =A Ree ee ee 
Amount of Contract ee ee ee $ 
Estimated Cost of Construction, plus all expenses -_ anual 
a kf ee ae ae rm ene enna 
Cash Deposit Required . . ...... $ 
Acceptable Paid Bills and Lien Waivers for fully 

completed work, in lieu of Cash. . . . 

PROPERTY DESCRIPTION 


In consideration of the mutual benefits to be derived therefrom, this 
contract is hereby made and entered into by and between the following 
parties: 


. , 


ss acl alec shat a uon toa asiasa te tae hereafter known as General Contractor. 
es __hereafter known as Owner. 

hereafter known as Mortgagee. 

and 

TITLE COMPANY, hereafter known as Escrowee 


The General Contractor covenants and agrees: 

1. To build and fully to complete certain improvements, according to plans and 
specifications heretofore submitted, and duly identified by the signatures or initials 
of all of the parties hereto, to be located upon the above described premises of the 
Owner, for the sum of $.......0........... .., possession to be delivered on or before 
Ene eee 19....... with all bills for labor and material 
paid in full, and free and clear of Mechanics’ or Material lien claims, or liens, and 
to furnish the Escrowee with a written acceptance of the building by the Owner. 

2. General Contractor will sign all proper vouchers authorizing the Escrowee to 
make all payments for the labor and material used in the construction of said im- 
provements, but Escrowee shall not be required to disburse under such vouchers until 
the labor, material, or service covered by same has been duly inspected and approved 
by Escrowee’s inspector and become a part of said improvements. 

3. Contractor will not authorize any payments for labor or material, unless same 
shall have actually been used in the construction of said improvements. 

4. Contractor will not authorize any payments for labor or material in greater 
amounts than the estimated cost of same as shown by the estimate of cost deposited in 
this escrow. 

5. Contractor will not permit any changes in, or additions to the plans and 
specifications, without written notice of same being given to the Owner, Escrowee, 
and Mortgagee, and their written approval of same obtained. 

6. Contractor will furnish Escrowee with a complete list of all Subcontractors 
and Materialmen, together with the amounts of their contracts or estimates, before 
any disbursement shall be made under this escrow, and Contractor will further notify 
the Escrowee in writing of any change in any of the Subcontractors or Materialmen, 
during the progress of construction. 

7. During construction, Contractor will pay for insurance policies in favor of 
Owner, Mortgagee, Contractor, and Escrowee, as their interests may appear, against 
fire, tornado, riot, and civil commotion, workmen's compensation, public liability and 
malicious damage, if not otherwise provided by the Owner. 

8. Contractor will, at the time of final settlement, furnish the owner and 
Escrowee with final waiver of liens and affidavits that all bills for labor and material 
have been paid in full, including sales tax. 

9. The escrowee will not be called upon to pay any of the Contractor's profit or 
individual labor until all material and labor used have been paid for in full, and all 
paid bills and lien waivers covering same have been furnished to the Escrowee and 
building duly accepted by the Owner. 

10. If the above sum, being the amount of the General Contract, is not sufficient 
to complete the building according to plans and specifications, and any additions 
thereto as approved at any time during the construction, the Contractor will, on 
demand, supply such additional funds to the Escrowee as may be necessary to so com- 
plete the building, and failure on the part of the Contractor, within seven days to 
supply such additional funds, shall be deemed an abandonment of said contract and 
project, and the authority granted in Paragraph 11 following shall, at the election of 
the Escrowee, thereupon become operative. 

11. If the Contractor does not complete this contract, or during the construction 
abandons same, or ceases labor thereon for more than fifteen (15) days, the Es- 
crowee, or Mortgagee, will be permitted, and is hereby authorized, to take possession 
of the premises and complete the building under this contract, and the Contractor 
hereby waives any right of lien, he or it may have as to any items of labor performed, 
or material furnished, or profit earned to the date of such abandonment. 

12. Contractor agrees that prior to excavation or commencement of any work 
under said contract and this agreement, that he or it will obtain a survey of the 
premises above described, from a surveyor acceptable to the Escrowee and Mortgagee, 
which survey, by appropriate stakes shall locate the proposed building wholly within 

(Continued on Page 6) 
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WHAT THEY SAID AT THE “MONOPOLY” 
HEARING ABOUT INTEREST RATES 


Cheaper Mortgage Money No Key to More New Building, Was General View 


HE Temporary National Economic 
T (-Monopoly") Committee has fold 

ed its tent and deserted the Wash- 
ington spotlight until next Fall, but it 
left behind a hundred and one causes 
for feverish speculation as to what will 
come from its hearings in the past few 
weeks. During recent years, investiga 
tions and studies into this-and-that 
social and economic question have been 
no novelty, but none succeeded in at 
tracting the attention of business and 
finance as did the O'Mahoney commit 
tee’s inquiry into the building industry. 


The complete transcript of all that 
was said and proposed by the many wit 
nesses who appeared will no doubt 
make interesting reading for mortgage 
bankers when it is published. Certainly 
no other inquiry ever succeeded in 
bringing to light many practices that 
exist in the construction field. 


Obviously, some definite action is 
coming from the anti-trust division to 
lower building costs. They must come 
down, government offcials declare. 
Manufacturers agree on price and pro- 
duction through basing point set-ups, 
joint selling associations and groups and 
through the use of patents. Contractors 
intimidate low bidders, exchange bid 
ding information in advance, and work 
so that new types of products and serv- 
ices are excluded. Labor unions co 
operate with manufacturers and con- 
tractors to keep costs up. These are 
some of the charges made at the hear- 
ings and which will no doubt serve as 
the basis for the principal action that 
will result from the inquiry. 


Strangely enough, with the cost of 
mortgage money the lowest in years, an 
interesting part of the investigation was 
concerned with it. 


The principal witnesses who discussed 
the cost of housing capital said it had 
nothing to do with holding back con- 
struction. Lower rates for mortgage 
money would cause no appreciable rise 
in building. Dissenting opinions were 
few, and came mostly from those in 
government positions. 


Some of these opinions did not re- 
ceive widespread public attention at the 
time. Others were reproduced briefly. 
We think they are worthy of review 
here. For example, that of Henry Bru- 
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ere, President of the Bowery Savings 
Bank of New York, who declared: 


If we are to continue to function un- 
der the system of private profit, a basic 
step is necessary. That is to decide on 
the reasonably desirable area in which 
that system may function, with social 
advantages and then to accord it as 
much freedom of initiative as sound ac- 
cepted social standards permit. 


“You must be aware that you can't 
saturate the economy with any particu- 
lar type of new development (i.c., resi- 
dential construction) merely because 
the government puts a velvet dress on it 

there must be a limit. 


Deterrents to New Building as 
Mr. Bruere Sees Them 


“The general state of business and 
industry which has deprived a substan- 
tial part of the mass market of employ- 
ment; the reduced incomes, for the same 
reason, of another large part of the mass 
market; the relatively high cost of con- 
struction due to the fact that the build- 
ing industry has not solved the problem 
of standardization as other industries 
have solved it, and also due to the fact 
that little has been accomplished in re- 
ducing high hourly union wage scales in 
return for more steady employment of 
labor; and finally, the heavy real estate 
tax burden which has not been reduced 
in line with declining incomes because 
governmental expenses have not been 
reduced. 

“The foregoing deterrents apply with 
much more force to the raising of equity 
money either by the home owner or by 
the entrepreneur in the case of rental 
housing than to the provision of mort- 
gage money. 

“I don’t believe that by slashing the 
interest rate we could widen the demand 
very much. (Bruere explained he con- 
sidered difficulty of making even a 10 
percent down payment the greatest de- 
terrent to purchase of small homes.) 

“If you could do something about 
that, you might stimulate it (home own- 
ership) quite a lot. 

“If the public becomes convinced, for 
example, that an FHA house is a good 
house they will feel that such a house is 
worth saving for and the result will be 
a better home market.” 


Another came from Morton Bodfish 
of the U. S. Building and Loan League. 
who said that: 

“One result of the abundance of 
credit is that we seem to be heading 
into another ‘financing boom,’ and it 
looks as if we are going as far and pos- 
sibly farther than prudence would dic: 
tate. 

“Large scale rental housing versus 
home ownership should not be encour 
aged. 

“The shortage of places to live has 
not become acute enough in most com 
munities to drive up rents. We should 
be realistic and face the fact that there 
are vacancies in many cities and that the 
usual economic signs of a housing short- 
age—namely, higher rents—are not 
prevalent in most cities today. 

“We are not in line for a building 
boom yet. 

“After all, there is no good reason 
why government credit or government 
guarantees should be involved in large 
scale housing which is no different from 
any other commercial enterprise, be it 
building factories or tourist camps. 

“To slum clearance, in good faith, we 
have no objection to government par- 
ticipation, if it is justified only on the 
ground that the people who are to be 
housed in public dwellings cannot ob- 
tain decent shelter elsewhere and are 
entitled to relief and _ philanthropic 
assistance. 

“We have reason to expect a substan 
tial increase in 1939 over 1938, when 
265,000 single family homes were built. 

“The homeowner is carrying too 
much of the load today. He can’t carry 
the whole burden. Also we must start 
building communities, not just houses 
in isolated subdivisions.” 

And still another was that of John A. 
Fahey, Chairman of the Federal Home 
Loan Bank Board, who said: 

“Interest savings are practically the 
only home ownership savings that have 
been effected in recent years. It is ex 
tremely doubtful if much more can be 
saved in this direction which will con 
tribute to progressive housing develop: 
ment in the near future. 

“The most promising direction in 
which additional savings can be made 
is through a reduction in the cost of 
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the home itself. This applies particu- 
larly to homes which may be available 
from $2,000 to $4,000. 

There is a serious question if the 
rate of return to savers in most sections 
of the country can go any lower than 3 
and 3% percent without discouraging 
thrift and raising a good many ques- 
tions of considerable social importance. 

Make Money Too Cheap and All 

Incentive to Save Is Lost 

“The money placed in the strictly 
savings institutions, which has made 
possible most of the home building in 
this country, comes in small amounts 
from the workers. If the return on their 
hard earned savings is pared too closely, 
there is likely to be less inclination to 
save and a stronger tendency to depend 
for security on pensions and unemploy- 
ment benefits. 

“The great problem is that of provid- 
ing better housing for the lower income 
groups which are able to pay for their 
homes and do not need public help.” 

Or it boils down to this fact, as the 
Wall Street Journal brings out: 

“What, over the run of years, the 
home owner gets for his home savings 
is now becoming more important than 
further easing of the terms of pur- 
chase.” 

And then adds that “In any case, ac- 
tivity there (home-building) will be 
rather closely related to general business 
conditions, since heads of families must 
feel some assurance of income before 
they undertake home ownership or de- 
mand better apartments.” 

This last remark confirms the story 
told in the last issue of THE MORTGAGE 
BANKER that the biggest single deter- 
rent to new building is the fact that 
men are afraid that their, incomes won't 
hold steady—hence they do not care to 
embark on home ownership during an 
uncertain period. 

But some who appeared felt that 
financing costs were too high. One of 
them was Prof. Theodore J. Kreps of 
Stanford University, an economist for 
the committee. He advocated lower 
rates, which, he said, would make bor- 
rowing of money more attractive and 
result in the building of more houses. 

In one of his illustrations he placed 
800,000 American families in the “sav- 
ers’ level,” 1,585,000 in the “luxury” 
level, 8,000,000 in the “comfortable 
middle class” bracket, 11,000,000 as 
“fighting poverty,” and 8,000,000 as 


continually “fighting starvation.” 

Kreps further declared that “We are 
entering a period of larger housing need 
than any ever experienced to date. 


MANAGING BANK REAL ESTATE 


By CHARLES E. JOYCE 


The accounting and operating systems 
in connection with mortgages and other 
real estate should be devised by, or only 
with, the active participation of the 
comptroller or auditor, and no changes 
in this or any other system in the bank 
should be made without his consent. 

The auditor or comptroller may not 
be a skilled real estate man in his own 





Mr. Joyce is comptroller of 
the East River Savings Bank in 
New York and spoke before the 
National Association of Bank 
Auditors and Comptrollers. His 
observations are chiefly of inter- 
est to bank members in their 
handling of acquired real estate. 





right, and in any event it is not his func- 
tion to bicker with the operating force 
or the agent on questions of construc- 
tion, engineering theory or real estate 
policy. However, the amounts involved 
are substantial and there must be some 
control over the activities of officers and 
managing agents, since the bank is just 
as much interested in the correctness of 
the real estate accounts as it is in those 
affecting bond investments, which are 
invariably and universally carefully 
controlled. 

One large bank has the following 
system. A budget is prepared at the be- 
ginning of the year for each property 
owned or managed by the bank. Newly 
acquired parcels are budgeted on acqui- 


sition. These budgets, which cover in- 
come and expense, are passed on in de- 
tail by an officers’ committee, and in 
summary form by the executive commit- 
tee of the board of trustees. If the 
budget is found insufficient, it can be in- | 
creased only by the executive committee 
of trustees. 

Copies of the budgets are supplied to 
the executive vice president, the comp- 
troller and the auditor. The comptroller 
maintains a record of the budgets, with 
all approved additions and deductions 
and makes periodic reports to the bank's 
executive committee. The auditor, of 
course, checks the performance against 
the budget. In this way, the expenses, 
as approved by the bank's trustees and 
executive officers, are controlled by the 
auditor through comparison with the 
budget. 

Agents’ operations in the bank re- 
ferred to are supervised by a group of 
field men, who are shifted periodically 
from one territory to another, thus 
breaking up any undesirable combina- 
tions, and providing a comparison of 
results obtained under the different ar: 
rangements. In addition, a maintenance 
engineer, independent of the super- 
visors, checks on work done from the 
point of view of necessity, excellence 
and conformity with specifications. 

Another large bank handles the prob- 
lem by employing a firm of architects, 
independent of the bank’s management 
division, who must pass on work re- 
quired and draw the specifications. 





“Population studies show that the 
largest net addition to the total popula- 
tion occurred in the United States in 
the decade from 1920-30. In another 
three or four years they will be in col- 
lege and in the period between 1943 
and 1950 they will become 25 years old 
and form new families, when there will 
be an all-time peak in new home de- 
mand.” . 

He added that “if one succeeded in 
reducing the wages of building laborers 
of all kinds by one-half, the net achieve- 
ment so far as the carrying charges of 
the house are concerned would not be 
equal to that of cutting the interest rate 
from 5 to 4 percent.” 


And in a similar tone spoke Robert L. 
Davison, Director of Housing Research 
of the John B. Pierce Foundation. He 
said that while a 20 percent cut in ma- 
terial costs would save the home buyer 


only 9.3 percent in monthly fixed 
charges and a like cut in labor costs 
would result in a 4.67 percent reduc- 
tion, a 20 percent decrease in interest 
and amortization payments would result 
in a 16.69 percent saving. 

But these are only views and opin- 
ions. Senator W. Warren Barbour of 
New Jersey apparently has the same 
views and is sponsoring legislation to 
carry them out. His bill will place a 3 
percent interest rate on mortgages fed- 
erally insured. He declared that: 

“With the national government able 
to borrow long-term funds at a fraction 
over 2 percent—half the borrowing 
rate of a few years ago and 40 percent 
of that paid during the World War— 
there is no longer any excuse for a 6 
percent or even a 5 percent interest rate 
to private borrowers.” 
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(Continued from Page 3) 
the lot lines, and with due regard for building lines, easements, and restr.ctions of 
record, or imposed by the zoning ordinances, or by other lawful authority. Contractor 
further agrees that when foundation is completed, said survey shall be rechecked, and 
if survey shows any violation or encroachment to immediately correct same; and the 
Escrowee shall not be required to make any disbursement hereunder until such condi 
tion is satisfactorily corrected 

The Owner covenants and agrees 

13. To deposit, at or prior to the execution of this contract, with the Escrowee, 
for the benefit of said Mortgagee and Escrowee, a note or notes, secured by a First 
Deed of Trust or Mortgage on the property above described, in form acceptable to 
the Mortgagee, for the full amount of the loan, and cash in the amount of 
$ , representing the difference, if any, between the amount of the 
Deed of Trust or Mortgage and the estimated total cost of construction, plus all 
expenses, in connection with the contract and loan, as more fully set out in para- 
graph 14 following. It is agreed that the right of determination of the total cost 
of the building project, including all expenses and the cash deposit to be made here- 
under, shall be wholly that of the Escrowee; the Escrowee, however, may, with the 
consent of the Mortgagee, accept in lieu of cash, securities or negotiable instruments, 
or paid bills and lien waivers accepted and approved by the Escrowee, for work per- 
formed, and completed by Subcontractors only, on the improvements to be construc- 
ted hereunder, such work to be fully performed and waivers obtained prior to any 
disbursement under this Escrow 

14. The proceeds of the Deed of Trust received hy the Escrowee from the Mort- 
gagee, and additional funds, if any, received from the Owner, are to be used to pay 
for the labor and material used in the construction of the improvements hereinafter 
mentioned, and for charges for sales taxes, recording, stamps, title insurance, insur- 
ance against fire, tornado, riot and civil commotion, workmen's compensation, public 
liability, and malicious damage, and other insurance that the Escrowee and the 
Mortgagee may require, cost of survey, and expenses in clearing the title, commissions 
and escrow fees 

15. All payments for labor and material shall be made only by the Escrowee 
on the written orders of the Contractor, which the Owner hereby ratifies and agrees 
to. Such orders shall be subject to approval by an inspector for the Escrowee, upon 
delivery to the Escrowee of paid bills and lien waivers, covering all labor and 
materials for which the payments are made. Said payments are to be made as the 
construction progresses, but only for work done and material furnished prior to date 
of payment, and it is expressly understood that the inspector of the Escrowee shall 
at all times, pending this escrow, have the right to enter said premises for inspection 
purposes, with the right to determine whether or not the work has been done in a 
workmanlike manner. The Owner hereby further agrees, and the Contractor ratifies 
such agreement, that the Escrowee shall have the right, if it so elects, and for its 
protection at any time during this escrow, to make direct payments from the loan 
and construction fund, to Subcontractors and Materialmen for work completed ac- 
cording to plans and specifications, as determined by Escrowee’s inspector, without 
having first obtained a voucher from the General Contractor as hereinbefore provided. 

16. No changes in the plans and specifications will be made without written 
notice being given by the Owner to the Escrowee and the Mortgagee and their writ- 
ten approval of same obtained. Any additional funds to cover any changes will be 
deposited by the Owner with the Escrowee, if requested by it to do so. 

17. After the cost of all labor and material, and all other expenses incidental 
to this escrow have heen paid in full, the Contractor is to be paid such amount as 
is due on the contract price, and any excess on hand is to be paid to the Owner, 
except as hereinafter provided. 

18. If the Contractor shall fail or neglect to complete the building on the date 
above stated, the Owner will promptly complete the same according to plans and 
specifications, and will supply such additional money as is necessary fully to com- 
plete the building, free and clear of all Mechanics’ Liens for labor or material fur- 
nished either to the original contractor, or to any subsequent contractor, or to the 
Owner. 

The Mortgagee covenants and agrees: 

19. To lend to the Owner, $ . and accept as security therefor, 
a first Deed of Trust or Mortgage, covering said property, and notes secured by 
same, as follows: 

20. That Mortgagee will deposit with the Escrowee, the Deed of Trust or Mort- 
gage, for recording, and the note or notes secured thereby, which notes and deed of 
trust or mortgage shall be held by the Escrowee until the full amount of the loan 
proceeds have been received from the Mortgagee. Mortgagee further agrees to deposit 
the proceeds of the loan as follows: and such Schedule of Deposits is hereby ratified 
by the Contractors and Owner, and the Mortgagee: 


Schedule of Deposit and Loan Proceeds 


21. That the funds may be disbursed by the Escrowee according to the terms 
and for the purposes herein mentioned. Any balance remaining after the expenses 
of all labor and material used in said construction have been paid in full, shall be 
paid to the Contractor to the amount of the contract price, and the balance shall 
be paid to Owner, or as he directs, or as hereinafter provided. 

The Escrowee covenants and agrees: 

22. To issue a Mortgagee’s Title Insurance Binder, showing defects and liens 
against said property which must be eliminated or removed before issuance of the 

(Concluded on Page 7) 


TAX DELINQUENT 
REAL ESTATE 


Based Upon A Study by 
LOUIS F. ALYEA 

Antiquated State laws and court pro- 
cedure are preventing active trading in 
tax delinquent real estate worth hun- 
dreds of millions of dollars. 

Although many State laws provide 
that real property is eligible for sale im- 
mediately after it is marked “delin- 
quent,” tax sales are usually delayed 
from eight to fourteen months, as in 
Illinois, for example. 

Upon receiving a deed to delinquent 
property bid in at a tax sale, the tax 
purchaser in Illinois obtains a “tax 
title,” but this is not merchantable. Fur 
ther court proceedings, such as a suit to 
quiet title or a tax foreclosure, are 
necessary to obtain a clear merchant- 
able title. 
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The short article on tax de- 
linquent real estate was pre- 
pared from data taken from a 
study by Louis F. Alyea of the 
legal department of the Chicago 
Title and Trust Company, a 
member of MBA. A complete 
chart showing the position of 
each state on tax delinquent 
property has been published by 
this company. 





Foreclosure of a tax lien, in addition, 
is prohibited in Illinois until the delin- 
quent property has been forfeited to 
the State for want of bidders at two 
regular tax sales. Even after a foreclos- 
ure sale, the tax purchaser does not re- 
ceive an absolute title immediately, for 
the original owner may redecm the 
property within two years from the 
date of such sale if he has the money to 
pay the sale price with the various 
penalties. If a redemption is not made, 
the purchaser trom the State finally ob- 
tains a clear title. 

Similar to the complex methods of 
perfecting tax titles in Illinois are those 
of Connecticut, Florida, Indiana, Ken- 
tucky, New York and Utah. In Indiana, 
the tax delinquent real estate must be 
offered at three successive tax sales be- 
fore the State may institute foreclosure 
proceedings, the survey reported. The 
delinquent property is usually offered at 
a tax sale about fifteen months after the 
taxes become delinquent in Indiana. A 
tax purchaser in New York may fore’ 


(Continued on Page 8) 
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THE DIRECTORY 
By this time, all MBA members have 


received, and no doubt examined, our 
first comprehensive Directory of Mem- 
bership recently published by the head- 
quarters ofhce. As far as we know, this 
is the first time such a broad reference 
work has been issued in the mortgage 
banking field. While, of course, it in- 
cludes only data about our own mem- 
bers it is probably the only easily-avail- 
able source of information as to who 
makes mortgage loans in certain commu- 
nities. We feel sure that in the months 
and years to come it will prove a valua- 
ble and helpful guide. 

The headquarters office still has a few 
copies available for distribution to our 
members if they desire them. 

The contents of the first issue were 
limited to the basic essential information 
of our members’ own bustnesses. Would 
members care to see further data in- 
cluded in the next issue? For example, 
it has been suggested that it might be 
helpful to include a brief description of 
the mortgage and foreclosure laws in 
each state represented in the Directory. 

Others have suggested that we show 
the over-all tax rate for each city repre- 
sented, that we give brief statistical 
facts about these cities, such as popula- 
tion, principal industries, bank deposits, 
etc. Another suggestion was that we 
publish in each issue basic data regard- 
ing the country’s farm and urban mort- 
gage indebtedness with some material 
from the continuing study of the mort- 
gage field now under way by the gov- 
ernment in cooperation with MBA and 


other Associations. We will welcome 
further suggestions from members as to 
how the Directory can be improved. 





native Minnesotan, and was born in 
St. Paul. He was admitted to the State 
Bar in 1913 and later entered the com 
mercial banking field as secretary and 
treasurer of the Capitol Trust & Sav 
ings Bank. He started in the mortgage 
business in 1924 and is now Vice Presi 
dent of Barta & Rohleder, Inc., of St. 
Paul. He is a former president of the 

Paul Real Estate Board, the Minne 
sota Farm Mortgage Bankers Associa 
tion, and the St. Paul Mortgage Asso 
ciation. 


MBA GOVERNOR 


JONES TELLS OF RFC LOSSES 
RFC, admittedly one of the best 


managed government agencies, 
take some 
senate banking 


“We are not 


losses, 
committee: 


infallible. We 


loans. We will have a very substantial 
percentage of losses on our business 
loans. We are going to have plenty of 
losses. 





J. 
Board of Governors in 1936. 


J. C. Barta 


C. Barta was elected to MBA’s 
He is a 


now, they wil! be grants 
be loans.” 


must 
Jesse Jones told the 


make 
plenty of mistakes and plenty of bad 


“If anybody makes loans on a more 
liberal basis than we are making them 
-they will not 





Mortgagee’s Title Insurance Policy, as well as such exceptions as will appear under 
Schedule B of the Mortgagee Policy of Title Insurance as finally issued. After the 
title has been satisfactorily perfected, and if all of the proceeds of the Deed of Trust 
or Mortgage, and al! sums due from the Owner and Contractor are deposited in 
advance, the Mortgagee Policy of hes Insurance will be issued immediately with no 
exception as to Mechanics’ liens; however, payment of the proceeds of the loan 
fund is made in installments, the binder and the policy to be issued thereunder, will 
be conditioned on the complete future payment of all proceeds or sums due from 
Mortgagee or Owner. No binder shall be made effective, or policy issued thereunder, 
until the improvements are fully covered by hazard insurance as mentioned and de- 
fined in paragraphs 7 and 14 hereof, for an amount equal to, or exceeding the full 
amount of the loan herein described. 

23. To accept funds from the Owner and Mortgagee, or others, and disburse 
same for the purposes and under the conditions hereinbefore mentioned. 

The Contractor, Owner and Mortgagee agree that the work done shall be in ac- 
cordance with plans and specifications heretofore delivered to the Escrowee, and if 
the Mortgage is to be insured by the Federal Housing Administration, that all FHA 
commitments and modifications therefor, and all other rules and regulations of the 
FHA will be complied with, and compliance reports and approvals will be obtained, 
and in the event that said project is to be insured under Section 207 of the Federal 
Housing Act, as amended, the Federal Housing Administrator shall be considered 
a party hereto, with all the rights, benefits and obligations to be enjoyed, kept and 
performed by the Mortgagee. 

It is further agreed by and between the parties hereto that where the word 
“Contractor” is used, it shall define an individual, firm, partnership, or corporation; 
that where the word “Owner” is used, it shall include all parties having title to the 
property herein described; that where the word “Mortgagee™ is used, it shall describe 
an individuai, association, or corporation. 

In the event the General Contractor and the Owner be one and the same person, 
firm, or corporation, all of the respective covenants and agreements hereinafter set 
out as applicable to both Contractor and Owner, shall be kept and performed by 
such persons, firm, or corporation. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as 
| I eee tom rcamntn. reteetoe es UNO an Ri CS he Ls 


ne Mortgagee 2 =)OO™~S 
TITLE COMPANY, Escrowee 
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AC VIEW « 


government has 
obligations of nearly 5! 
billion dollars Alberta, Canada, is 
having “mortgage bank™ trouble ef 
the provincial parliament passed bill 
creating one but Premier Aberhart (of 
social credit fame) declares it places 
debtors completely at the mercy of lend 
ing institutions, and creates a “highly 
and effective monopoly of 
business of the nation.” 


* * 


So far, the federal 
guaranteed 


centralized 
the mortgage 


Residential units started in the first 
five months this year amounted to 117 
286 as against 80,878 in the same period 
last year. Comparative values were 
$419,163,100 as compared with $285,- 
062,400, says the Labor Department. 

ese 9 


State and local officials don’t like the 
plan to tax municipal issues even a little 
bit. If it gets through Congress Mayor 
La Guardia of New York won't take it 
sitting down 

“I'm going to tax every bit of real 
estate the Federal Government owns in 
New York City. This consideration 
comes about 150 years too late. Had it 
been part of the fiscal plan at the outset 
of the republic, I doubt that at this 
stage there would be any argument. 
But the exemption of state and munici- 
pal securities is now part of the scheme 
of government.” 


the NEWS 


Gen. Hugh S. Johnson on the new 
spend-and-lend plan: “In Texas, I heard 
of a case in which a very young man 
with a very small job was urged to 
build. He had no money at all. “Can’t 
you raise $22.50?" the tempter pleaded. 
‘That's all that is needed’ and you can 
rent the house at more than the interest 
rate and make at least 3000 percent 
profit on your investment. 

“Ugly stories are beginning to be told 
about government guaranteed loan ap- 
praisals far above values. The house is 
built, sold and a profit is made without 
risking a cent—leaving Uncle Sam hold- 
ing the bag and a doubtful equity. 

“It is now proposed to extend this 
plan far beyond housing—to bankrupt 
foreign nations, to municipalitie 2s and 
event to private industry.” 

* * * 

A Greenwich, Connecticut bank ad- 
vertises that it is interested in construc- 
tion loans for new building, but mort- 
gage loans—no! These are arranged 
for the bank’s customers with a big in- 
surance company says it considers 
its depositors’ funds best invested in 
short-term loans and securities. . . 

* * * & 

A current FHA bulletin declares that 
construction of new homes under the 
agency’s program in the first six 
months this year showed a gain of 
about 80 percent. Since March Ist, an 


4 HIGHLIGHTS FROM THE PRESS 
OF PARTICULAR 
TO MORTGAGE BANKERS 


INTEREST 


of more than 500 houses have 
been started under FHA inspection 
each working day. Virtually all of these 
are small single-family homes valued on 
the average at approximately $5,500. 

In the first half year, small home 
mortgages selected for appraisal amount- 
ed to $602,000,000, as against $455,200, 
000 in the first six months of 1938, an 
increase of 32 percent. 

Mortgages accepted for insurance 
during the first six months this year 
amounted to $367,845,000 as compared 
with $277,370,000 in the 1938 period, 
an increase of 33 percent. 

Of the mortgages accepted by the 
FHA for insurance this year, 70 percent 
covered newly constructed homes. 

* * * & 

As far as HOLC is concerned, rents 
are rising. The average rental price of 
rented HOLC-owned units rose from 
$28.82 in December to $29.33 in May. 
This increase, maintaining a trend over 
the past four years, shows a definite 
improvement in real estate values, off- 
cials say. “However, it should be noted 
that the rental prices on our vacant 
properties are considerably higher, av 
eraging $31.99 per unit. The fact that 
the larger and more expensive units are 
the most dificult to rent confirms the 
indications of our sales figures that the 
demand for homes is in the lower price 
brackets.” 


average 





“ANTIQUA1 TED LAWS MEAN MILLIONS IN UNMARKETABLE REAL ESTATE 


close the lien of his tax certificate in the 
same manner as a mortgage foreclosure. 

Among the other States which re- 
quire the generally expensive and time- 
consuming judicial decrees to clear tax 
titles are Alabama, Arkansas, Colorado, 
Texas, Wisconsin and Wyoming. In 
Oklahoma, a statute permitting the 
foreclosure of tax liens was held uncon- 
stitutional. 

In at least two States—Michigan and 
Mississippi—the statutes provide that 
the State government receive “ab- 
solute” or “perfect” title to delinquent 
property after a certain period, which 
makes it possible to use the land for 
State purposes or sell or trade it freely 
with private buyers 

In New Mexico, land delinquent for 
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one 


year is put up for sale by the 
county treasurer. A redemption period 
of two years is allowed the delinquent 


owner. The tax purchaser may secure 
his tax title any time after two years 
from the date of the tax sale certificates. 
His tax deed, according to the statute, 
vests a perfect and complete title to the 
premises free and clear of all liens and 
incumbrances. 

If low delinquency records are any 
criterion of successful real estate tax en- 
forcement procedures, the records of 
Alabama, California, Maryland, New 
York and Wisconsin indicate that these 
States have efficient enforcement sys- 
tems. 

Whereas Chicago had the almost in- 
comparably high delinquency of 34.7 


per cent in 1936, and other large Illinois 
cities showed similarly high figures, 
none of the larger California cities 
showed percentages of delinquency 
above 8.7 per cent for 1936. Delin 
quency records for cities in New York 
State ranged from 4.4 per cent to 19.7 
per cent, with New York City at 11.6 
per cent. 

While every State has some method 
of enforcing real estate tax liens, the 
statutory provisions relating to this sub 
ject are extremely complex and decid 
edly lacking in uniformity. Many States 
are unable to adopt needed legislative 
reforms because of archaic constitutional 
restrictions which are construed strictly 
against the exercise of any legislative 
powers of taxation. 
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